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Worksheet 2. Gain (or Loss), Exclusion, and Taxable Gain

Part 1 –  Gain (or Loss) on Sale
1. Selling price of home . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.
2. Selling expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.
3. Subtract line 2 from line 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.
4. Adjusted basis of home sold (from Worksheet 1, line 13) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.
5. Subtract line 4 from line 3. This is the gain (or loss) on the sale. If this is a loss, stop here . . . . . . . . . . . . . . 5.

Part 2 –  Exclusion and Taxable Gain
6. Enter any depreciation allowed or allowable on the property for periods after May 6, 1997. If none, enter zero 6.
7. Subtract line 6 from line 5. (If the result is less than zero, enter zero.) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.
8. If you qualify to exclude gain on the sale, enter your maximum exclusion. (See Maximum Exclusion.) If you do

not qualify to exclude gain, enter -0- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.
9. Enter the smaller of line 7 or line 8. This is your exclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.
10. Subtract line 9 from line 5. This is your taxable gain. Report it as described under Reporting the Sale. If the

amount on this line is zero, do not report the sale or exclusion on your tax return. If the amount on line 6 is
more than zero, complete line 11 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.

11. Enter the smaller of line 6 or line 10. Enter this amount on line 12 of the Unrecaptured Section 1250 Gain
Worksheet in the instructions for Schedule D (Form 1040) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.

he moved out. He never lived in the home again and sold it reduced maximum exclusion (explained later). Even if he
at a gain on June 28, 2003. He owned the home during the does qualify for a reduced maximum exclusion, he cannot
entire 5-year period ending on the date of sale (June 29, exclude the part of the gain equal to the depreciation he
1998 – June 28, 2003). However, he did not live in it for the claimed while renting the house. See Depreciation after
required 2 years. He meets the ownership test but not the May 6, 1997, later.
use test. He cannot exclude any part of his gain on the

Ownership and use tests met at different times. Yousale, unless he qualified for a reduced maximum exclusion
can meet the ownership and use tests during different(explained later).
2-year periods. However, you must meet both tests during
the 5-year period ending on the date of the sale.

Period of Ownership and Use
Example. In 1994, Helen Jones lived in a rented apart-

The required 2 years of ownership and use during the ment. The apartment building was later changed to a
5-year period ending on the date of the sale do not have to condominium, and she bought her apartment on Decem-
be continuous. ber 1, 2000. In 2001, Helen became ill and on April 14 of

You meet the tests if you can show that you owned and that year she moved to her daughter’s home. On July 10,
lived in the property as your main home for either 24 full 2003, while still living in her daughter’s home, she sold her
months or 730 days (365 × 2) during the 5-year period apartment.
ending on the date of sale. Helen can exclude gain on the sale of her apartment

because she met the ownership and use tests. Her 5-year
Example. Susan bought and moved into a house in July period is from July 11, 1998, to July 10, 2003, the date she

1999. She lived there for 13 months and then moved in sold the apartment. She owned her apartment from De-
with a friend. She moved back into her own house in 2002 cember 1, 2000, to July 10, 2003 (more than 2 years). She
and lived there for 12 months until she sold it in July 2003. lived in the apartment from July 11, 1998 (the beginning of
Susan meets the ownership and use tests because, during the 5-year period), to April 14, 2001 (more than 2 years).
the 5-year period ending on the date of sale, she owned
the house for 4 years and lived in it for a total of 25 months. Cooperative apartment. If you sold stock in a coopera-

tive housing corporation, the ownership and use tests areTemporary absence. Short temporary absences for va-
met if, during the 5-year period ending on the date of sale,cations or other seasonal absences, even if you rent out
you:the property during the absences, are counted as periods

of use. 1) Owned the stock for at least 2 years, and

2) Lived in the house or apartment that the stock enti-Example. Professor Paul Beard, who is single, bought
tles you to occupy as your main home for at least 2and moved into a house on August 28, 2000. He lived in it
years.as his main home continuously until January 5, 2002, when

he went abroad for a 1-year sabbatical leave. During part
of the period of leave, the house was unoccupied, and Members of the uniformed services or Foreign
during the rest of the period, he rented it. On January 6, Service. You can choose to have the 5-year test period
2003, he sold the house at a gain. Because his leave was for ownership and use suspended during any period you or
not a short temporary absence, he cannot include the your spouse serve on qualified official extended duty as
period of leave to meet the 2-year use test. He cannot a member of the uniformed services or Foreign Service of
exclude any part of his gain, unless he qualifies for a the United States. This means that you may be able to

Page 12




